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C DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General

e Office of Audit Services
1100 Commerce, Room 632

June 16, 20 (%allas, TX 75242

CIN: A-06-02-00012

Mr. William V. Morris I
Vice President

TriSpan Health Services
Medicare

1064 Flint Drive

Jackson, MS 39208

Dear Mr. Morris:

Enclosed are two copies of the U.S. Department of Health and Human Services, Office of
Inspector General, Office of Audit Services’ report entitled “Review of Compliance with
Medicare Regulations Related to the Consolidation of University Hospital and the
Medical Center of Louisiana at New Orleans”. The focus of this review centered on
whether Medicare regulations, dealing with change of ownership, were adhered to when
the hospitals consolidated to form the MCLNO East and West Campuses. A copy of this
report will be forwarded to the action official noted below for his review and any action
deemed necessary.

TriSpan officials stated that procedures were in place that address our procedural
recommendations and that the recovery related to the consolidation was being pursued.
We have incorporated TriSpan’s written comments in the body of the report following
the Conclusions and Recommendations section of the report. We appreciate the
cooperation given to us by TriSpan officials during this audit.

Final determination as to actions taken on all matters reported will be made by the HHS
action official named below. We request that you respond to the HHS action official
within 30 days from the date of this letter. Your response should present any comments
or additional information that you believe may have a bearing on the final determination.

In accordance with the principles of the Freedom of Information Act (5 U.S.C. 552, as
amended by Public Law 104-231), Office of Inspector General, Office of Audit Services
reports issued to the Department’s grantees and contractors are made available to
members of the press and general public to the extent information contained therein is not
subject to exemptions in the Act which the Department chooses to exercise. (See 45 CFR
Part 5.) As such, within ten business days after the final report is issued, it will be posted
on the world wide web at http://oig.hhs.gov.
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Page 2 — Mr. William V. Morris III

To facilitate identification, please refer to CIN: A-06-02-00012 in all correspondence

relating to this report.

Enclosures — as stated

Sincerely yours,

Vi Y s

Gordon L. Sato
Regional Inspector General
for Audit Services
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Direct Reply to HHS Action Official:

Mr. Dale Kendrick

Associate Regional Administrator

Centers for Medicare and Medicaid Services
U.S. Department of Health and Human Services
Sam Nunn Federal Building

61 Forsyth Street, SW, Suite 4T20

Atlanta, Georgia 30303-8909
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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452,
as amended, is to protect the integrity of the Department of Health and Human Services
(HHS) programs, as well as the health and welfare of beneficiaries served by those
programs. This statutory mission is carried out through a nationwide network of audits,
investigations, and inspections conducted by the following operating components:

Office of Audit Services

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by
conducting audits with its own audit resources or by overseeing audit work done by others.
Audits examine the performance of HHS programs and/or its grantees and contractors in
carrying out their respective responsibilities and are intended to provide independent
assessments of HHS programs and operations in order to reduce waste, abuse, and
mismanagement and to promote economy and efficiency throughout the Department.

Office of Evaluation and Inspections

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and
program evaluations (called inspections) that focus on issues of concern to the Department,
the Congress, and the public. The findings and recommendations contained in the
inspections reports generate rapid, accurate, and up-to-date information on the efficiency,
vulnerability, and effectiveness of departmental programs.

Office of Investigations

The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and
of unjust enrichment by providers. The investigative efforts of Ol lead to criminal
convictions, administrative sanctions, or civil monetary penalties. The OI also oversees
State Medicaid fraud control units, which investigate and prosecute fraud and patient abuse
in the Medicaid program.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to
OIG, rendering advice and opinions on HHS programs and operations and providing all
legal support in OIG's internal operations. The OCIG imposes program exclusions and civil
monetary penalties on health care providers and litigates those actions within the
Department. The OCIG also represents OIG in the global settlement of cases arising under
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops
model compliance plans, renders advisory opinions on OIG sanctions to the health care
community, and issues fraud alerts and other industry guidance.
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Office of Audit Services
1100 Commerce, Room 632
Dallas, TX 75242

June 16, 2003

CIN: A-06-02-00012

Mr. William V. Morris 111
Vice President

TriSpan Health Services
Medicare

1064 Flint Drive

Jackson, MS 39208

Dear Mr. Morris:

This audit report provides the results of our review of the consolidation of University Hospital
(University) and the Medical Center of Louisiana at New Orleans (MCLNO). The objective of
our review was to determine whether Medicare’s regulations, especially those dealing with a
change of ownership, were adhered to when the hospitals consolidated to form the MCLNO East
and West Campuses.

A consolidation of hospitals is a change of ownership in Medicare regulations. These
regulations require that Medicare payments for services to patients; who are discharged after the
date of the consolidation, be made to the legal owner on the date of discharge. After
consolidation, MCLNO was not only the legal owner, but also the hospital surviving the
consolidation.

The MCLNO’s consolidation with University was effective July 1, 1994. Any use of
University’s Medicare provider number to bill Medicare for patient services after that date was
improper. However, University’s provider number continued to be used on claims submitted to
its Medicare fiscal intermediary (FI), TriSpan, for payment after the consolidation date. This,
along with other claims errors, resulted in $1,811,781 of Medicare overpayments consisting of:

> $1,309,238 for 215 patients between July 1, 1994 and June 30, 1997, who were reported
to Medicare as discharged by transfer to another short term hospital when the patient was
moved between MCLNQO’s East and West campuses;

> $147,047 for 21 patients on July 1, 1997, which represented an erroneous consolidation
date, who were reported to Medicare as transferred to another short-term hospital when
the patient may or may not have been moved between MCLNO’s two campuses;

> $340,998 for 30 patients who were reported to Medicare as discharged when the patient
was admitted to the other MCLNO campus on the same day; and
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Page 2 — Mr. William V. Morris 111

> $14,498 for 13 patients who were reported to Medicare as discharged from a MCLNO
campus when the patient was admitted to another short-term hospital on the same day.

We determined that errors in MCLNO’s cost reports also resulted because the use of both
provider numbers for different parts of a stay resulted in duplication of certain data in the cost
reports. It was not within the scope of this audit to identify and quantify these errors.

We concluded that the overpayments associated with the improper claims submitted to Medicare
resulted from: (1) MCLNO’s use of both provider numbers after the consolidation to solve an
internal billing problem, and (2) TriSpan’s acceptance and payment of the claims and cost
reports that were in error because of the use of two provider numbers. In addition, TriSpan and
the Centers for Medicare and Medicaid Services (CMS), recognized the consolidation, but did
not enforce termination of the provider number assigned to University.

We are recommending that TriSpan and the hospitals work together to:

» Make required adjustments to the appropriate Medicare claims and cost reports for
the errors identified in this report or that might be identified while taking corrective
action; and

» Report the results of the corrective actions taken to the Office of Inspector General (OIG).

In addition, we are recommending that TriSpan establish procedures to (1) identify when hospital
consolidations occur and (2) ensure that all of the hospitals involved in a consolidation comply
with all appropriate Medicare regulations.

In their written response to our draft report, TriSpan officials stated that they had procedures in
place to ensure all Medicare regulations are followed and to identify when hospital
consolidations occur. These officials stated that they were not notified by CMS about the
University and MCLNO consolidation until October 6, 1996, and that it was not appropriate for
them to take any corrective actions prior to that notification. However, the officials further
stated that the recovery related to the consolidation was currently being pursued. We believe that
TriSpan will take the appropriate corrective actions, as needed, and report the results to the OIG
at the proper time. The full text of TriSpan’s written comments is included in the APPENDIX to
our report.

INTRODUCTION
BACKGROUND
Public Law 98-21, enacted by Congress in 1983, established a discharge based Prospective
Payment System (PPS) for hospitals rendering general acute care services that took effect with

cost reporting periods beginning on or after October 1, 1983. The PPS established patient
discharges as the basis for payment, distinguished between patient discharges and transfers and
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addressed changes in ownership such as the consolidation of PPS hospitals to form a single
hospital.

When PPS hospitals consolidate to form a single hospital, 42 C.F.R. 412.125 provides that only
the legal owner on the date of discharge may submit a claim for all of the care rendered to the
patient. The hospital being consolidated is not considered a discharging hospital if the patients
actual discharge will occur after the date of consolidation. For example, assume that Hospital A
and Hospital B are consolidated into a single hospital with two campuses and all post
consolidation discharges are to be under Hospital B’s provider number. Hospital A as the
consolidated hospital should not submit a claim for any inpatient whose discharge will occur
after the consolidation and be reported by Hospital B. Hospital B’s claim should include all care
rendered to the patient from admission to discharge regardless of the campus involved.

The FIs, such as TriSpan, that contract with CMS are responsible for ensuring that payments
are made in accordance with Medicare regulations. The FIs need procedures in place to review
both claims and cost reports submitted by hospitals involved in a consolidation to assure that all
Medicare regulations are followed. TriSpan serves as an FI for the State of Louisiana.

At the time of the consolidation, the Louisiana Health Care Authority (LHCA) owned both
University and MCLNO. However, the Louisiana State legislature subsequently moved the
hospitals under the control of the Louisiana State University Health Sciences Center.

OBJECTIVES, SCOPE AND METHODOLOGY

An OIG computer match of PPS claims posted to the National Claims History (NCH) file
between January 1, 1992 and June 30, 1999, identified transfers between PPS hospitals. Using
this claims information, we identified potential hospital consolidations by (1) identifying an
unusual number of transfers on one day made by one PPS hospital with a single other PPS
hospital receiving most, or all, of the transferred patients and (2) finding no transfers reported by
the first hospital after the date identified in NCH.

This computer match disclosed a large number of transfers on July 1, 1997, by University to
MCLNO and we later determined these two hospitals had consolidated on July 1, 1994, but did
not cease use of one of their provider numbers until July 1, 1997.

The objective of our review was to determine whether Medicare’s regulation, especially those
dealing with a change of ownership, were adhered to when the hospitals consolidated to form
MCLNO East and West. To accomplish our objective we:

e Accessed the NCH file to obtain claims information necessary for an
identification of patterns indicating a potential hospital consolidation with one of
the hospitals reporting most, or all, of its inpatients transferred to the same
hospital;

e Identified the University or MCLNO claims that (1) should not have been
submitted because the patient was moved between their campuses, (2) should
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have been submitted as a transfer to another PPS hospital instead of as a
discharge, and (3) affected the consolidated cost report for the years ended
June 30, 1995, 1996, 1997 and 1998;

e Confirmed the consolidation of University and MCLNO through a review of
TriSpan’s files and with the hospitals’ internal auditors;

e Discussed the change of ownership regulations with TriSpan officials and the
procedures they follow for audit or reimbursement of consolidating hospitals; and

e Discussed with the hospitals’ internal auditors the reasons for the continued use of both
provider numbers while submitting consolidated cost report for the affected years.

Our review was conducted in accordance with generally accepted government auditing standards
and included Medicare inpatient claim payments made to both hospitals from July 1, 1994
through June 30, 1998. A review of internal controls at TriSpan or the hospitals was not required
in order to meet our objectives. Fieldwork for this review was performed in Baton Rouge,
Louisiana and Jackson, Mississippi.

FINDINGS AND RECOMMENDATIONS

The MCLNO’s consolidation of University was effective July 1, 1994. Any further use of
University’s Medicare provider number for billing purposes after that date was improper. The
continued use of University’s provider number and other claims errors resulted in $1,811,781 of
Medicare overpayments consisting of:

> $1,309,238 for 215 patients between July 1, 1994 and June 30, 1997 who were reported
to Medicare as discharged by transfer to another short-term hospital when the patient was
moved between MCLNO’s East and West campuses;

» $147,047 for 21 patients on July 1, 1997, which represented an erroneous consolidation
date, who were reported to Medicare as transferred to another short-term hospital when
the patient was moved between MCLNO’s campuses

> $340,998 for 30 patients who were reported to Medicare as discharged when the patients
were admitted to the other MCLNO campus on the same day; and

> $14,498 for 13 patients who were reported to Medicare as discharged from a MCLNO
campus when the patients were admitted to another short-term hospital on the same day.

The consolidation of MCLNO and University was effective July 1, 1994. However, neither
hospitals officials, TriSpan officials nor CMS officials took proactive steps that would have
prevented the overpayments identified in this report. We have identified several factors that we
believe contributed to the Medicare overpayments. Those factors are discussed in the sections
that follow. We are making recommendations for corrective actions that need to be taken to
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correct the overpayments and to identify any adjustments that need to be made to the Medicare
cost reports as a result of the consolidation.

Medicare Regulations

Part 42 CFR. 412.125, the regulations governing change of ownership (including consolidations)
states that:

“Payment for the operating and capital-related costs of inpatient hospital services for each
patient, including outlier payments, as provided in Sec. 412.112, and payments for
hemophilia clotting factor costs under Sec. 412.115(b), are made to the entity that is the
legal owner on the date of discharge. Payments are not prorated between the buyer and
seller.”

The consolidation of University and MCLNO into a single Medicare provider was a change of
ownership under these regulations.

Causes for the Overpayments

We concluded that the Medicare overpayments related to the consolidation could be attributed to
several factors: (1) MCLNO’s use of both provider numbers after the consolidation to solve an
internal billing problem; (2) TriSpan’s acceptance and payment of the claims and cost reports
that were in error because of the use of two provider numbers; and (3) TriSpan and CMS
recognition of the consolidation, but did not enforce termination of the provider number assigned
to University. In addition, according to correspondence provided to us by MCLNQ’s internal
auditors, the organization did not take steps that were needed to prevent the overpayments
despite their knowledge of the consolidation.

Hospital Actions

A total of 279 inpatient service claims were erroneously submitted to Medicare for payment as
discharges or transfers. These claims represented $1,811,781 in improper Medicare payments.
Of the 279 claims, 266 claims were for inpatient services for patients who were moved between
MCLNO’s East and West campuses and for whom a discharge or transfer claim was erroneously
submitted to Medicare as though the patient had been discharged or transferred to another short-
term hospital. These claims resulted in $1,797,283 of Medicare claims overpayments. In
addition, 13 patients who left one of the campuses for inpatient treatment at a hospital unrelated
to MCLNO were reported discharged rather than transferred to another short-term hospital.

The reporting of these 13 patients as discharged, rather than transferred, led to an additional
$14,498 of Medicare overpayments.

The MCLNO internal auditors provided us with correspondence that documents MCLNO’s
acknowledgment of the consolidation date. However, MCLNO did not take any action to stop
any improper billings to Medicare until July 1, 1997. The correspondence provided consisted of:



Page 6 — Mr. William V. Morris 111

e July 18, 1994 - Correspondence informing the Joint Commission on Accreditation of
Health Care Organizations that University was dissolved on July 1, 1994. For Medicare
billing purposes, this should have resulted in the establishment of MCLNO East and West
with all subsequent claims using MCLNQ’s provider number.

e February 20, 1997 — Correspondence to TriSpan and others informing them that effective
July 1, 1997, MCLNO would have a single merged patient accounting system, but it may
be necessary for MCLNO to obtain and use a third provider number.

Intermediary Actions

Following the July 1, 1994 consolidation of University and MCLNO, TriSpan continued to
accept and pay Medicare claims submitted under both provider numbers. In addition, TriSpan
generated Provider Statistical and Reimbursement (PS&R) reports for each number and
consolidated the data in order to audit and settle the consolidated cost report submitted under
MCLNO’s provider number.

Our review procedures at TriSpan were limited to confirmation of the consolidation date. In this
regard, we did find documentation that TriSpan officials were aware of the July 1, 1994
consolidation date and that both provider numbers were used until July 1, 1997. In addition,
TriSpan’s audit staff stated that auditing MCLNO’s cost report required them to consolidate the
PS&R reports of both University and MCLNO. However, there was no evidence in the auditor’s
working papers that they fully recognized that MCLNQO’s use of two provider numbers was
causing Medicare claims overpayments and duplication of certain cost report data.

The MCLNO’s internal auditors provided us with documentation which further showed that
TriSpan did not take any corrective action until July 1, 1997. This correspondence consisted of:

e June 20, 1997 — Correspondence from TriSpan informing the LHCA that Medicare
claims for University may continue to be filed for June 30, 1997, and prior dates of
discharge. Effective for dates of discharge on or after July 1, 1997, Medicare claims for
the merged facility should be filed using the MCLNO provider number.

CMS Actions

Based on correspondence provided by the MCLNO’s internal auditors, CMS’ acknowledgement
of the consolidation was also delayed. The date of CMS’ acknowledgement was October 2,
1996 — 27 months after the consolidation and 9 months before the hospital actually stopped
using University’s provider number. The correspondence consisted of:

e October 2, 1996 - Correspondence from CMS acknowledging the July 1, 1994
consolidation, and stating that University’s provider number was terminated;

acknowledging its delayed response to LHCA; and stating that all Medicare claims on or
after July 1, should be billed under MCLNO’s provider number.
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Corrective Action Needed

We believe corrective action will require extensive work by both TriSpan and MCLNO. We
identified 532 claims that will require adjustments or voiding to eliminate University’s claim and
correct MCLNO’s claim by including all data for the patient’s entire stays. Another seven
University claims which reported discharges to other short-term hospitals need to be voided and
reprocessed as MCLNO claims showing the patients transferred to other short-term hospitals
Finally, six MCLNO discharge claims will require adjustments to transfer claims. We will
provide TriSpan with the list of all the claims that require correction.

After the corrective actions on the claims have been completed, TriSpan will need to produce
new PS&R reports for each of the affected years and make necessary corrections to the cost
reports. Based on the differences between the original and adjusted cost reports, TriSpan will be
able to quantify the actual Medicare overpayments that resulted from the errors related to this
consolidation.

In addition, Medicare regulations require that certain preadmission services performed on an
outpatient basis, that lead to an inpatient admission, be incorporated into the inpatient claim.
Also, observation services performed by one of the hospitals, that would otherwise be eligible for
separate payment, may need to be incorporated into an inpatient claim because of the
consolidation. For each of the cost reporting periods effected, it will be necessary for TriSpan to:
(1) identify any observation or outpatient services that began or were performed at one of the
campuses; (2) compare these services to the inpatient claims for the other campus; and, (3)
determine whether any of the observation or outpatient services should be incorporated into the
claim for the subsequent inpatient admission. Depending on the results of this review by
TriSpan, additional claims and cost report adjustment may be necessary.

CONCLUSIONS AND RECOMMENDATIONS

The consolidation of University and MCLNO resulted in numerous claims and cost report
errors that neither the hospitals nor TriSpan had procedures in place to recognize and
correct. We recommend that TriSpan and the hospitals work together to:

» Make required adjustments to the appropriate Medicare claims and cost reports
for the errors identified in this report, or that might be discovered while taking
corrective action; and

» Report the results of the corrective actions taken to the Office of Inspector
General (OIG).

In addition, we recommend that TriSpan establish procedures to (1) identify when hospital
consolidations occur and (2) ensure that all of the hospitals involved in a consolidation comply
with the Medicare regulations set forth in 42 C.F.R. 412.125.
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TRISPAN’S COMMENTS

In their written response to our draft report, TriSpan stated that they have policies and procedures
in place to ensure that all Medicare regulations related to consolidations are followed and to
identify when hospital consolidations occur. With regard to the consolidation of the University
and MCLNO, TriSpan stated that it was not notified by CMS about the consolidation until
October 6, 1996, and that it was not appropriate for them to take any corrective action on the
claims payments and cost reports prior to that notification by CMS. TriSpan further stated that
the recovery related to the consolidation was currently being pursued. We have included the ful}
text of TriSpan’s written comments in the APPENDIX to this report.

OIG’S RESPONSE

We believe that TriSpan will, as needed, take the appropriate corrective actions with regard to
the University and MCLNO consolidation and report the results to the OIG at the proper time.

Sincerely,

Hndi &

GORDON L. SATO
Regional Inspector General
for Audit Services
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28, 2003

Mr. Sam Patterson

Department of Health and Human Services
Office of Inspector General

Office of Audit Services

3625 Northwest 56th Street, Room 101
Oklahoma City, OK 73112

Re:

Common Identification Number A-06-02-00012

Dear Mr. Patterson:

The purpose of this letter is to provide closure to the Office of Inspector General's review of
compliance related to the Consolidation of University Hospital and the Medical Center of
Louisiana at New Orleans, Appropriate policies and procedures are in place to ensure all
Medicare regulations are followed and to identify when hospital consolidations occur. These
policies and procedures were in place during the time of the above review.

Unfortunately, we were not notified by the Center for Medicare and Medicaid Services (CMS) of
the consolidation until October 6, 1996. This notification was actually 27 months after the
consolidation occurred. Until we are officially notified by CMS it is not appropriate for us to take

actio

n with regard to claims payment or cost reports.

The recovery of the overpayment is currently being pursued.

If yo

u have any questions, please contact me by telephone at 601-664-5404 or by writing at the

address on this letter.

Sinc;re]y,
Sandra M. Griffith ? 5

Director, Program Safeguards

ccl

Gary Gerber, Director, Medicare Provider Audit
Sheila Thomas, Director, Medicare Provider Reimbursement
Michael Weisner, SA-OIG

H:\Sandra Griffith Files\Letters\2003\Sam Patterson Consolidation.doc
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